Few studies have addressed the pre-take-over financial characteristics of multiple versus single acquirers and their targets. Therefore this study investigates whether multiple acquirers, with some experience in acquiring companies, might acquire firms with different (better) financial characteristics than single acquirers. Our results confirm this hypothesis in multiple ways. It seems that multiple acquirers look for complementary firms in terms of sales and growth. Multiple acquirers specifically want to acquire companies with a high sales generating ability in order to improve their own sales generating ability.
ABSTRACT:
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Introduction
Mergers and aquisitions are a very actively researched topic in finance. Especially, market performance issues of large firms have been subject to various academic studies.
Relatively few studies have addressed the operating performance of companies involved in take-overs, due in part to both lack of data availability and methodological problems. A further drawback of almost all studies of operating performance in mergers and acquisitions (both pre-and post acquisition), is that these studies are usually restricted to samples of very big companies with publicly traded securities (e. Higson and Elliott (1994) state that acquirers that acquire several companies in a short time frame are an essential part of the private takeover market. Since few studies have investigated the differences between multiple and single acquirers, we try to fill this gap. Because of the investigated sample in this study we focus on rather small companies and we shall investigate the characteristics of multiple acquirers and compare these with those of single acquirers. We do not only study the profitability (like most studies do), but our analysis also includes liquidity, leverage, added value and failure risk. Furthermore we will study the target firms of the multiple acquirers separately and compare them with the single target companies. We expect that firms with some experience in acquiring other companies, might acquire companies with better financial characteristics than companies that only acquire one company.
The paper is organised as follows. Section 2 gives a brief literature review and states the research hypotheses of this study. Section 3 describes the methodology used in this paper. This includes the data collection, the accounting-based performance measures and the methodology. The empirical results are presented in section 4.
The paper ends with the conclusions in section 5.
Literature review and research hypotheses
With regard to the pre-take-over performance of acquired companies, Pastena and Ruland (1986) point to the fact that a lot of acquired firms are financially distressed and that for these firms a merger or acquisition is often the only alternative to bankruptcy. Therefore one could expect that take-over targets are mainly companies that have performed badly or had a weak financial position in the years prior to take-over. This hypothesis constitutes one of the main reasons why take-over target prediction models give great importance to measures of profitability and leverage. However, contrary to what is suggested, few evidence is found on the claim that takeover targets are mainly poor performing companies. For instance Higson and Elliott (1993) don't find a significant link between poor operating performance in terms of profitability and the likelihood of being a takeover target. Features that do matter, are size and a mismatch between growth and resources.
According to Higson and Elliott (1993) firm size is an important discriminator between acquired and nonacquired companies. However, the importance of size in determining acquisition likelihood can be attributed to the fact that it is mainly proxying the much lower propensity to be acquired of the very largest firms.
Another feature of take-over targets is presented by Palepu (1986) . He finds that take-over targets are often characterised by a mismatch between growth and resources. Companies that experience an important growth (as measured by sales growth), but don't have enough resources to support this growth are often take-over targets.
Alternatively, companies with a great availability of financial and other resources but with a lack of profitable investment opportunities to allocate these resources, are also attractive take-over targets.
Palepu (1986) measures the availability of financial resources with liquidity and solvency ratio's (net liquid assets to total assets and debt to equity). Liquidity however doesn't seem to have a strong explaining power and doesn't differ significantly between acquired and non-acquired companies. Solvency on the contrary seems to be an important feature to predict take-over targets. These findings are confirmed by empirical research of Clark and Ofek (1994). However, it is important to state that the leverage of the target company should not be too high, for this has a significant negative impact on the acquirer's financial structure after the acquisition (Theodossiou et al.,1996).
Pre-take-over performance is also studied in post-take-over studies. However the findings of this research are inconclusive. On the one hand, some studies have shown acquired companies to be appreciably less profitable on average than their acquirers or control groups, whereas other studies report acquisition targets to be extraordinarily profitable in the pre-take-over period. These differences in performance levels seem to be They conclude by stating that 'our sample, unlike others, includes smaller and (often related to smallness) privately held companies'. The smaller the size of the acquired companies, the greater their pre-take-over profitability seems to be. Stated differently, the smaller the acquisition, the more acquirers favored (within the large population of candidates) firms of superior profitability (Ravenscraft and Scherer, 1989).
In an earlier study (Camerlynck, Ooghe and De Langhe, 2001) we analyzed the pre-acquisition financial characteristics of privately held companies involved in take-overs. In this study we did not find that acquired firms were mainly financially distressed firms or that they were underperformers in the pre-acquisition period.
The results provided evidence that target and acquiring companies have a complemantary financial profile in the pre-acquisition period. Both the acquirers and the target firms seem to experience a growth-resource imbalance.
It appears that slack-poor, high growth firms with valuable investment opportunities acquire slack-rich, low growth targets. The acquirers try to solve their own growth-resource imbalance by acquiring companies with complementary financial characteristics.
In this study we compare multiple and single acquirers. It is important to notice that causes and objectives of an acquisition will differ between multiple and single acquirers. Where the acquisition of a single acquirer normally can be seen as an occasional event, multiple acquirers will probably act in pursuit of external growth.
Therefore we can expect that they will put different requirements for their targets. An other important remark is that multiple acquirers because of their experience can be considered as experts. Our hypothesis is that multiple acquirers, because of their experience in acquiring other companies, are able to acquire companies with better financial characteristics in comparison with single acquirers.
Data and methodology

Data
Our main data come from the CD-ROMs of the National Bank of Belgium and from the Belfirst CD-ROM for the years 1989-1994. It concerns published annual accounts of non-financial Belgian companies.
In Belgium companies are bound to deposit their annual accounts in a prescribed form dependent on their size. A distinction can be made between companies that have to prepare their annual accounts in a complete form and small companies that prepare their annual accounts in an abbreviated form. The first group of companies has more than 100 employees or satisfies at least two of the following criteria: number of employees (yearly average) of at least 50; turnover (VAT excluded) of at least 200 million Belgian francs (= 4 957 870,49 Euro)and total assets of at least 100 million Belgian francs (= 2 478 935,25 Euro). Companies that do not meet these criteria, are allowed to prepare their annual accounts in an abbreviated form. These companies do not have to apply the full disclosure requirements and e.g. do not have to report sales-figures.
It should be clear that definitions of 'large' and 'small' are very relative (e.g. Cosh and Hughes, 1994). In other surveys small and medium sized companies are often defined as firms employing less than 500 workers. In Belgium the number of companies employing more than 500 workers is only about 300 in the 1990's, relative to a total number of more than 200.000 companies that deposit their annual accounts with the National Bank of Belgium. However, there are much more (between 13.000 and 14.000 in the 1990's) companies with complete form annual accounts. This means that the population of companies with complete form annual accounts, the socalled large companies in Belgian accounting terms, includes both 'large' and 'small' companies. Table 1 shows the number of multiple and single acquirers and their targets. is not about how many firms a company has acquired, but about the fact that a company has already done it before and therefore an acquisition can no longer be seen as an occasional event, but as a part of a policy towards external growth.
Accounting measures of performance
To evaluate the operating performance of the target and the acquiring companies, the different basic elements of the financial situation of a company are investigated: profitability, liquidity, financial structure or solvency and added value. We use four different profitability measures to evaluate the performance of acquiring and acquired companies, two liquidity measures, two solvency measures and two measures of added value. The 10 financial ratios, which are presented in table 2, provide a comprehensive view of a company's financial situation and were also selected because industry data are available to calculate an industry adjusted performance (cfr. infra). The difference between the gross and the net return on the shareholders' equity lies in the non-cash expenses, which are either excluded (gross) or included (net) as expenses. The gross return on shareholders' equity is also called the cash flow return on shareholders' equity and is an important measure for privately held firms because of their cash flow orientation.
A non-classical measure of liquidity is the net cash ratio, which relates short-term investments to current assets.
The financial independence ratio is the complement of the debt-to-total-assets ratio. The second solvency ratio used, is the cash flow coverage of debt. This ratio is an indicator of the debt repayment potential of a company because it relates the liabilities of debt to the cash flow that can be used to redeem these liabilities. Take-overs are often seen as a means of restructuring distressed firms. Therefore, we include the scores of a short-term and long-term multivariate logit model. These two models, that were estimated on a sample of Belgian annual accounts by Ooghe, Joos and De Vos, have proven to be reliable predictors of company failure (see: Ooghe, Joos and Bourdeaudhuij, 1995). The variables included in the models, are presented in Appendix 1.
Methodology
Industry data of 17 industry classes are used to calculate industry-adjusted performance of the acquirers and the acquired companies.
In this paper we study the industry-adjusted pre-acquisition performance of the multiple acquirers and their targets and compare it with the pre-acquisition performance of the single acquirers and their targets. In order to make sure that the differences found are not due to industry effects, all values presented in our study, are 
Results
The results of this study are presented in tables 3 and 4. Targets of multiple acquirers are about the same size as targets of single acquirers when using total assets as the size measure. Using sales as the relevant size measure, we find that 'multiple targets' have higher sales levels than the targets of single acquirers. The median growth of total assets and of sales show similar results. The median growth of total assets of the 'multiple targets' is negative (-10.70%) and substantially lower than the median assets growth of the 'single targets' (7.83%). The median growth of sales however is stronger for the 'multiple targets' (10.14%) than for the 'single targets' (8.88%). Another point to note is that the percentage of companies having positive sales growth, is substantially higher for 'multiple targets' than for 'single targets' All these results seem to suggest that the sales generating ability of the companies acquired by multiple acquirers, is bigger than for firms acquired by single acquirers. We also calculated the sales to total assets ratio for both groups and found higher sales to total assets ratios for the 'multiple targets' than for the 'single targets'.
The same size descriptive variables were calculated for the multiple and single acquirers in panel B of table 3.
As expected, we find the multiple acquirers to be substantially bigger in total assets, sales and number of employees, than the single acquirers. Remarkable however is our finding that multiple acquirers on the one hand display a higher asset growth than their single counterparts (median of 27.86% versus 10.39%) but on the other hand a lower sales growth (median of -3.66% versus 14.72%). This is exactly the opposite of the situation of the acquired firms, where the 'multiple targets' show lower asset growth but higher sales growth than the 'single targets'. It seems that multiple acquirers, who experience a negative (or a small positive) sales growth, specifically want to acquire companies with a high sales generating ability in order to improve their own sales generating ability.
The results for the sales to total assets ratio confirm this hypothesis as both the median and the average of the 'multiple acquirers' decrease as the acquisition event approaches. For the single acquirers this ratio is smaller and quite stable over the three pre-acquisition years.
The results of the comparison of multiple and single acquirers and their targets versus the industry median in terms of profitability, liquidity, solvency, added value and failure risk are shown in table 4.
Table 4 about here
The multiple acquirers have about the same industry-adjusted profitability as their single counterparts. Only in year(-3) the multiple acquirers have a significantly higher industry-adjusted net return on total assets. Turning to the profitability of the targets of the multiple acquirers, we find them having higher medians of industry-adjusted profitability values than the targets of single acquirers. The differences however are only significant for the net return on total assets in year(-3) and year(-2). It seems that multiple acquirers acquire somewhat more profitable companies.
In terms of liquidity we find no substantial differences between multiple and single acquirers. We do find however that the targets of multiple acquirers have a somewhat better liquidity position, especially when using net cash ratio as principal measure. Targets of both single and multiple acquirers report negative industryadjusted values for the net cash ratio. The net cash ratio of the 'single targets' is more negative than the value for the 'multiple targets' and the difference between both is significant in year(-3) and year(-2).
We don't find significant differences in solvency between single and multiple acquirers and their targets. The measures of added value do not differ significantly between single and multiple acquirers and between their targets. We do find however increasing gross added value per employee for the targets of single acquirers versus decreasing gross added value amongst the targets of multiple acquirers. Also, the personnel expenses per employee appear to be systematically lower for the targets of multiple acquirers, though only significant at the 10% level in year(-1).
Finally, the findings for the two measures of failure risk show more clear patterns and significant differences.
The logit scores for the short term and the long term show the targets of the multiple acquirers to be less riskier than the targets of single acquirers. It appears that multiple acquirers favor companies with lower failure risk, as measured by the two logit scores. These differences are statistically significant for the short term logit score in year(-2) (at the 5%-level) and year(-1) (at the 1%-level) and for the long term logit score in year(-2) (at the 10%-level). The differences between single and multiple acquirers are less pronounced. We find lower long term failure risk for the multiple acquirers than for the single acquirers, though not significant.
In summary, the financial characteristics of the multiple targets can be described as a high sales generating ability and an above average pre-acquisition profitability. Their liquidity is somewhat better, but their solvency is lower. Multiple targets have lower personnel expense per employee than the single targets and display less failure risk.
The differences between multiple and single acquirers are less pronounced. In the three years prior to acquisition, acquirers of multiple targets show higher cash flow coverage of debt and lower long term failure risk, which makes it more easy for them to finance acquisitions.
Conclusion
Although mergers and acquisitions have been subject to a lot of research in finance, relatively few studies have addressed the operating performance of companies involved in take-overs. Therefore we are convinced it was interesting to study the performance differences of multiple versus single acquirers and their targets. Our study focuses on non-financial Belgian companies with complete form annual accounts that were acquired in 1992, 1993 or 1994.
It is reasonable to expect that there exist some differences in the profile of companies that have some experience in acquiring other companies ( multiple acquirers) and their targets, compared to companies that have only acquired one firm ( single acquirers).
Investigating the size and growth characteristics confirms this hypothesis. The targets of multiple acquirers seem to have a larger sales generating ability than the targets of single acquirers. This is the exact opposite of the situation of the acquiring firms where multiple acquirers are characterised by lower sales growth compared to the single acquirers. So it seems that multiple acquirers, who experience a negative (or a small positive) sales growth seek to acquire companies with a high sales generating ability in order to improve their own sales generating ability.
Looking at the operating performance of multiple and single acquirers and their targets versus the industry median shows us there does not exist a significant difference between the two types of acquirers. The targets however seem to have different financial characteristics. More specifically multiple targets, in contrast to the single targets, have an above average pre-acquisition profitability and are less riskier.
These results might be explained by the different objectives between both types of acquirers. Where a single acquirer might be induced by a surviving policy and where the single acquisition can be seen as an occasional happening, an acquisition of a multiple acquirer will often fit in a general policy of external growth. Therefore multiple acquirers consider the sales generating ability to be an important requirement in the search of an appropriate target. 
